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October was perhaps a perfect microcosm of what global 
and local markets have faced in 2020; mixed news on 
the COVID-19 pandemic but upbeat company news and 
surging confidence on the back of ever increasing Fiscal 
and Monetary policy support. These factors combined to 
produce an uneven performance by global markets, but
in most cases, a positive one. This mixed, but overall 
positive performance was also reflected in our
IMP model’s relative performance.

 
On average the IMP models outperformed by an average 
of 37bp in the month, however, there was quite a large 
difference between the lower risk 100’s and the more 
aggressive 200 and 300 models. Refer attached charts, 
however, the monthly breakdown was 100I -58bp, 100T 
-74bp, 200 +90bp and 300 +189bp. The YMP model 
missed by 41bp amidst what was a volatile but substantially 
positive month for equities.  
 
Market commentary and outlook
 
Initially, markets got off to a very strong start on the back of 
an impressive US quarterly profit reporting season, better 
than expected global economic data (GDP, more recently 
Manufacturing), and residual optimism regarding the 
COVID-19 pandemic.

Domestically, after a minor delay, Victoria moved to ease 
restrictions, and the Federal Government’s well received 
Budget (and big spending with deficit at ~12% GDP) 
combined with comments from RBA Governor Phillip Lowe 
(which presaged what the bank delivered on Tuesday 
November 3rd) delivered absolutely everything the markets 
could have expected, and perhaps more.

These factors – at least initially - proved highly beneficial 
for confidence (huge improvements in both Consumer 
and Business confidence were logged) as well as risk 
assets. Two thirds of the way through the month we hit 
fresh post-COVID highs and our market was up 8% for the 
month. Sentiment did, however, change in the later part of 
the month as numerous European countries announced 
renewed COVID-19 restrictions amidst soaring case and 
hospitalisation numbers, and in the US, daily case numbers 
also spiked to new record highs.

In the US, there was disappointment that Congress 
and the White House could not agree on pre-election 
stimulus. There also appeared to be some pre-US election 
repositioning, with sectors that have lead markets in recent 
years (and 2020) such as IT and Healthcare, losing ground 
despite outstanding profit results due to concerns about 
increased regulation under a Democrat held House, Senate 
and Presidency. At the same time, expectations of greater 
near term spending and stimulus under Democrats saw 
more cyclical areas out-perform, and an interesting uptick 
in longer term Interest Rates (albeit marginal).

These detracting forces saw global markets give back a 
large portion of their early October gains and our market, 
as judged by the S&P/ASX 200 Accumulation Index, 
finished the month with a 1.93% gain.
 
At this point the US election is still unfolding but it appears 
the ‘Blue Wave’ did not transpire to the extent expected 
and it appears less likely that the Democrats will be able 
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to easily pass oversight, regulatory and tax changes which 
were seen as detrimental to IT and Healthcare stocks. A 
delayed outcome (potentially open to legal challenge) 
may well delay Fiscal stimulus which is not great for the US 
economy (and by extension global economy and markets), 
however, as we have seen in the past, it is also likely to shift 
pressure onto the US Federal Reserve (which meets tonight) 
to provide greater near term support through monetary 
policy to fill the void.

History shows US markets, and global markets, tend 
to respond very favourably to increased QE and other 
stimulus measures. We would expect the ECB and BOE to 
also unveil increased actions in light of Europe’s renewed 
lock-downs threatening their economic recovery. Once 
again, it appears the weight of money will support risk 
assets amidst ever increasing easy policy.
 
As per the last comment above, we remain constructive on 
the outlook for markets heading towards the end of 2020 
and into 2021. This is reflected by the fact we tactically took 
advantage of the pull-back in late October to reduce cash 
levels and increase beta (a measure of the relationship 
between our portfolio performance and that of the
broader market).

Many trends remain positive; while the COVID-19 
pandemic is highly unpredictable what we are seeing 
is persistent improvement in confidence at both the 
consumer and business levels. This is producing, and 
is reinforced by, better than expected economic data 
suggesting the global economy continues to recover faster 
than expected from the crisis.

Company earnings reports, whether in the US with their 
recent quarterly reports or Australia with the October/
November AGM season, are exceeding average 
expectations. Companies have been forced by the crisis to 

accelerate changes in operating models and reduce costs, 
giving them greater operating leverage to the recovery. 
Meanwhile both Fiscal and Monetary support is increasing, 
helping both the economic operating environment and 
also driving more investors into risk assets in order to gain 
acceptable returns.
 
As always – we see long term risks associated with 
this seemingly counter-intuitive paradigm (conditions 
recovering and better than expected but increasing fiscal 
and monetary stimulus). In all likelihood, what is spent 
now will have to be paid for (recouped) later, and ever 
decreasing interest rates, while positive in the short term, 
potentially create greater headwinds in years ahead when 
they ‘normalise’. But for now, these tail risks (which we’re 
watching and nervous about) appear beyond the vision of 
investors (i.e. > 3years out as per RBA and Federal Reserve 
specific commentary). It is important to note there is as 
much risk in missing the current gains as there may be in 
overstaying the party and suffering the eventual future 
unwind. We try to be nimble and position portfolios with 
this in mind.
 
Our view, discussed in recent purchases, is that markets 
may well be set up for a strong end of year (an historically 
strong period). As much as the US Election is closer than 
expected and will not provide an immediate avenue 
to massive unchecked stimulus, its passage, by its own 
inherent nature, removes some uncertainty, and in some 
sense, a mixed house/senate/presidency also removes 
risks of major status quo changing policy (i.e. greater 
policy certainty/continuity). That, coupled with the 
aforementioned upbeat economic and company news, 
alongside increasingly stimulative Fiscal and Monetary 
policy, could well see October’s ‘false start’ rekindled.

Of course, a major caveat is the pandemic and we’re 
watching that closely. As much as numbers are concerning, 
and we remain of the view that investors are probably 
overly confident on the times frames for vaccines, the 
undeniable trend is that countries (and their people) are 
increasingly averse to restrictions which inhibit economic 
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activity. The human toll continues to accelerate but the 
economic toll is lessening. There will probably be some 
positive headline news about vaccines in coming weeks 
with several leading candidates due to finalise Phase 3 trials 
and seek approval.

 
From a fundamental perspective, the market has eased 
back from multiple highs close to 20x earlier this year to 
around 18.3x forward earnings (as per Morgan Stanley on 
28th October) with an expected Dividend Yield of 3.5%. 
With further interest rate cuts unveiled this week, the 
attractiveness of this yield (while lower in nominal terms) 
remains very high. Furthermore, with recovering economic 
conditions and profitability, investors should be able to 
have greater confidence in these payments after a year 
in which many companies shelved dividend payments 
all together. With the passage of time (completion of FY 
20) and arguably better than expected recovery, earnings 
estimates are now positive once again (care of Morgan 
Stanley +1% in FY21, +15% in FY22). On the anecdotal 
front, a recent pick up in large scale M&A also sends a 
further vote of confidence, and IMP has enjoyed exposure 
to Link Administration and AMP offers.
 

On the technical side, our market continues its recovery 
uptrend. Clearly, there is major resistance now in the 6,150 
(61.8% Fibonacci retracement) to 6,240 (numerous highs) 
region. But the lower bound trend line continues to rise, 
and the longer we maintain this trend the greater the 
probability that this band of resistance is finally broken. This 
has not happened, and until it does, we cannot be overtly 
bullish, but should it prove to be, this would then cement in 
very strong support and signal a strong push towards pre-
COVID (all time high) levels in our opinion. Obviously any 
strong end of year move would put this in play for 2021.

The long term chart (Monthly) confirms this ~6,250 level as 
one of major significance. It represents both the 20 month 
moving average and coincides with the uptrend channel 
pivot line. As noted above – we have not yet taken this out, 
and until we do it is prudent to remain cautious, however, 
it also shows the lack of resistance once it is broken. It also 
suggests trend support is around 5,650. Any retest of this 
region pre end of year would likely be a very attractive 
buying opportunity.
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